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Abstract 
Education is a key factor in any strategy designed to encourage economic development. This paper aims to highlight the limits of 
quantitative approaches concerning the relation between education and economic development. The risks associated with actions 
proposed by different strategies are related to the overaccumulation of educational capital compared with the labor market needs. 
For this reason, these strategies should be rethought, and the educational systems should be reformed using quality criteria. Thus, 
the institutional frame that allows to link education with labor market should be taken into account.  
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1. Introduction 
Analysis of recent literature in the economic development field may be useful to identify how education 
contributes to the economic performance of a country. Pioneering studies in this field were centered mainly on the 
relationship among education stock indicators such as enrollment rates and economic performance of a country, 
without explaining how the latter were generated. Educational stock indicators cannot explain economic 
performance by themselves. For this reason, such attempts have generated conflicting results depending on model 
specifications and samples analyzed. Models developed from educational stock indicators have failed to explain 
how education and skills generate increased economic performance. 
2. Methodology 
This paper aims to highlight the limits of quantitative approaches that present education as the engine of 
economic development. The risks associated with actions proposed by different strategies are related to the 
overaccumulation of educational capital compared with the labor market demands (Filip, 2012). For this paper, we 
used literature review and content analysis. In addition, we gathered empirical evidence to argue that the relationship 
between education and economic development is more complex than showed by the conclusions of input-output 
studies. 
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Most of the economic literature showing how education contributes to the economic performance of a country is 
essentially technical one, dominated by econometric models which test various hypotheses using empirical data. 
Microeconomic studies have primarily focused on the relationship between the number of years of schooling and 
evolution of individual earnings.  
Numerous studies are based on the Mincer’s (1970) pioneer model. It uses two assumptions: 
- Completion of an extra year of schooling generates only the opportunity cost of time spent in this regard; 
- The earning increase due to an additional year of schooling is preserved over time. 
Based on these assumptions, Mincer concludes that there is a positive relationship between the increase of 
individual earnings and number of years of schooling. The main characteristic of this model is that the time spent in 
school is considered to be the key determinant of earnings. 
Mincer’s conclusions are highly optimistic. Thus, according to empirical evidence, each additional year of 
schooling seems to increase revenues by nearly 10% in the U.S., although earnings rates vary over time and from 
country to country (Krueger & Lindahl, 2001). Earnings seem to be higher in countries with lower incomes 
(Psacharopoulos & Patrinos, 2004).  
Such beneficial effects of education were treated cautiously. The debates were focused on the extent to which 
such estimates can indeed describe a simplified causal relationship between education level and earnings 
development. One of the main difficulties is to identify a way to distinguish between innate and formally acquired 
skills, since it is impossible to isolate the earnings determinant. As a consequence, recent studies increasingly insist 
on the need to regard the relationship between educational attainment and earnings development as one with 
qualitative rather than quantitative implications (Dobre et al., 2008; Constantinescu, 2012). Although the 
relationship between education and individual performance seems very clear, it is still unclear how education 
increases income. Some authors suggest that a possibly useful tool in this process is the evaluations obtained by 
pupils / students (Hanushek & Wössman, 2007; Hanushek & Zhang, 2006). 
3. Empirical evidence 
Most politicians and economists argue that investment in education is the safest solution for successful economic 
development, even though it is not clear what role education plays. The source of this expressed optimism is the 
simplification of the educational inputs-outputs correlation. Therefore, the number of years spent in school and the 
resources allocated for this purpose have increased. The Lisbon Strategy is the most obvious example. Objectives 
implementations of this strategy resulted in a significant increase in the number of students and graduates of higher 
education. Thus, in 2000-2008, the number of students in the EU increased by 2.2% annually. During the same 
period, the number of graduates increased by 4.5% per year (European Commission, 2012). Such an increase in the 
number of students and graduates would not have been possible without consistent funding of higher education at 
the expense of public budget. In this respect, the Commission (2012) proposed the increase of the share of tertiary 
education expenditure to 2% of GDP (including amounts from private sources). 
The effect of encouraging educational inputs by increasing the number of years of schooling could be the 
overaccumulation of human capital. 
In a simplified manner, overaccumulation of educational capital can be defined as the situation when individuals 
acquire skills that prove to be higher than the need of the labor market. This would be a qualitative 
overaccumulation. On the other hand, a massive increase in the number of those who hold various diplomas is 
quantitative overaccumulation. In either of the two situations, existing educational capital stock exceeds the labor 
market needs at a certain moment of time. 
The emergence of a qualitative overaccumulation can result from inaccurate estimates of quantity and skills as 
compared to market needs.  
The second type of accumulation can be much more harmful. It is the result of the incentives widely introduced 
by the strategies such as Lisbon strategy (Kok, 2004). In this case, the overaccumulation might arise from the desire 
of individuals to use their diplomas (which confer them certain skills) to "signal" on the labor market (Spence, 
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1973). As it turns out in reality, individuals often do not have the skills they claim to have or their skills are 
inconsistent with the position held. Such situations may be a consequence of the labor market incentives, especially 
in certain sectors which specifically require certain skills to be formally proven. 
 Source: OECD Indicators, Education at a Glance, 2011 
 
Figure 1. Trends in tertiary graduation rates for some of the EU countries, 2000-2009   
 
For this reason, it is incorrect to assume that a high level of education necessarily and compulsory leads to labor 
productivity and, consequently, income growth. Therefore, we argue that association of long time education with 
productivity and income growth is not necessarily a justified one. To consider the education – economic growth 
relationship as universally valid is, along with expanding educational resources at all levels and types of education, 
an error. Linking education with development may be misleading and can generate negative effects on the labor 
market and at the individual level. In turn, higher education organizations are mass education oriented, giving as 
many degrees regardless of formal proven skills. Their attention will be less directed towards labor market needs, 
aiming to attract an increasing amount of private and public funds to achieve the objectives set by the educational 
policies. 
The occurrence of such a situation could be the result, on the one hand, of strategies meant to encourage 
educational inputs and, on the other hand, of their lack of correlation with developments in the labor market. 
Concomitant manifestation of these two causes will eventually lead to the arising of negative effects on the labor 
market as the two figures show. 
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Source: OECD Indicators, Education at a Glance, 2011 
 
Figure 2. Trends in unemployment rates of tertiary graduates  
(number of 25-64 year olds unemployed as a percentage of labor force aged 25 to 64), 2000-2009 
 
Similar trends in graduation rates and unemployment are found in countries such as Sweden, Poland, Portugal, 
the Netherlands, and Denmark. The labor market’s inability to absorb the growing number of graduates is the result 
of institutional arrangements in each country. Therefore, the economic difficulties of assimilating new human capital 
accumulation are unnecessary and even harmful. In this case, the effect of educational capital growth can be 
observed only in the form of rising unemployment among those who decide to be educated for longer. 
Recently, the economic literature has increasingly focused on over-education determinants and its impact on the 
labor market. Studies highlighting the effects of education on income led to conclusions that should prove at least 
disturbing. According to these studies, supra educate people earn less relative to their abilities, as compared to those 
who are employed in jobs matching their skills. Increasing the number of years of schooling and obtaining skills 
above those required in the labor market may generate the reduction of total revenues with 35-40% (Dolton & Silles, 
2008).  
We believe that while the beneficial role of education cannot be challenged, the relationship between education 
and economic development is more complex than suggested by the conclusions arising from models that apply the 
input-output relationship. 
4. Conclusions 
Highlighting the role of education in economic development cannot be achieved at the expense of simple 
empirical approaches. Understanding the impact of education on economic performance of a country requires taking 
into account the specific institutional arrangements that constitute the structure of incentives and constraints at a 
certain moment. The institutional economics approach should cover two key areas in order to stimulate economic 
progress through education: educational system and labor market. 
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Education can promote economic growth if it reflects positively on the individual income and the economy 
productivity. Thus, linking the educational system with the labor market is not only necessary but also inevitable as 
long as people choose to be educated.  
Choosing a certain type of education is a consequence of incentives and constraints in the labor market. For this 
to take place, the designed institutional arrangement must allow the implementation of market relations even for 
education. The direction of reform should be aimed at introducing competition between educational organizations 
and the decentralization of the education system. 
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